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VIDEO COMPUTER ARTS INC. 
Highlights of Business Plan 


1979 - 1985 


The plan attached describes the organization and development of a 
new company defined as follows: 


The Product - software programs for use by consumers in programmable 
video games and home computers. 


The Market - Total available U.S. Market projected to grow from 
$110 million to $415 million (Retail, 1979-1984), from current 5.5 
million units to 18.3 million units in 1984. Video game software 
market projected to grow by over 100% in the next five years; home 
computer software market to grow by 450% in same period. 


Corporate Goals - to become a leader in consumer software program 
design and marketing, reaching 15% of total available market by 
1984-5, yielding substantial earnings per share and return on stock- 


& 


holders’ investment. 


The Competition - Atari controls 80% of programmable game market. 
A variety of competitors (including hardware manufacturers and 
independents) are in home computer software; no significant single 
competitor has emerged. 


VCA's Competitive Edge(s) 

1. A superior Program Design Group. 

2. Dedication to software only with no hardware design or manu- 
facturing distractions/expenses. 
Strong consumer marketing foundation. 
Financial strength among independent (i.e. non-hardware 
manufacturing) competitors. 





The Product Strategy 
Produce a few high quality, carefully-developed and tested titles 


each year and establish a reputation for producing "best sellers." 


The Marketing Strategy 
1. Focus attention on Atari's vulnerability as a sole supplier. 


2. Bite into Atari's game market share through heavy dealer-support 
and cooperative advertising programs. 

3. Devote major effort and dollars on developing brand image with 
consumer buyers of home computers. 

4. Build marketing staff from consumer electronics, toy, and home 
entertainment industries. 


The Founders 

A Chief Executive Officer with 15 years of proven management 
experience in consumer products marketing, publishing, and home enter- 
tainment, with significant general management and entrepreneurial 
experience. A Program Design Group of four of the leading practi- 
tioners of the new creative art of electronic game/computer software 
design - proven best selling designers in this new medium. 


Financial Highlights | ute 


(Fiscal years end March 31) (000,000's omitted) 
FY 80 FY 81 FY 82 FY 83 FY 84 FY 85 
Net Sales $0.0 $2.3 $9.8 $15.9 $24.4 $31.9 
Net Income $(0,2): “$ (053) S209. GO - Beek Sea? 
Total Assets $006. “$1058 $256. “$5.8 “$:9.9 -$12,6 
Liabilities , $0.0 $02 $1.5 $3.2. $4.4 $ 5.3 


Stockholders’ Equity $0.6 $0.3 $1.2 $2.6 $4.7 $7.4 


Earnings per share in FY 85 (fully~diluted): $10.61 


The Prospects Beyond 
Continued market growth of 25-30% or more per year in latter 80's in U.S. 


plus significant international expansion prospects. 


The Financial Proposal 
Seeking $750,000 through the sale of Preferred Stock convertible to 


equivalent of 60% of Company's Common. Company will also need short 
term loan guarantees in Fall of 1980 and 1981 to finance receivables 
and inventory. 


Video Computer Arts - A New Name, A New Medium 


The mating of television to the home computer is opening a new medium 
for creative entertainment, education, and personal development programs. 
VCA calls this new medium "computervision." Just as the invention 

of motion pictures, television, and phonograph records spawned new 
breeds of creative practitioners of each art, so, too, is the intro- 
duction of "computervision" creating a new generation of craftsmen - 

the designers of the programs which will make home computers perform 

to the ultimate delight and enrichment of their users. 


Computervision - the combination of computers and television with the 
creative vision demanded of its craftsmen - is the new medium of the 
80's. Video Computer Arts is a name which will become synonymous with 
the leading practitioners of this new art form. 











TABLE OF CONTENTS 


Definitions. .. 

An Overview. . 

The Market . . 

Competition. ... 

Product Strategy . 

Marketing and Sales Strategy . 
Product Manufacture. . 7 
Founders and Management. 
Officers and Directors . 


Legal Matters. . 


Ancillary Business and Expansion Opportunities . 


The Financial Plan... . 

Corporate Structure and Financing Proposal 
Exhibits 

Addenda 


- 8 8s 8 « 


= e ee 8 28 6 





DEFINITIONS 


The following terms or phrases appear frequently in this plan. For 


ease of recognition, they are defined here: 


Video Games or Electronic Games - any electronic devices, whether "program- 
mable" or "dedicated", used solely or primarily for the purpose of playing 
electronic games, through television screens (video) or otherwise. 


Programmable Games - Video or electronic games which feature base "computer" 
units which are used to play a variety of games through the use of compatible 
game cartridges which fit the base unit. Base units have no inherent game 
capabilities and need a cartridge to be activated. 


Game or Program Cartridges - A plastic cartridge containing a semiconductor 
chip programmed with one or more games which can be played only by plugging 
the cartridge into a base game unit. 


Dedicated Games - An electronic or video game without game variation capability, 
j.e., with a fixed internal program for playing one or more games. 


Home Computer/Personal Computer - A small computer generally priced under 
$1,500 and used by individuals at home (even though such computers may have 
widespread business/institutional uses). They have more computing and 
fuctional capability than electronic games (which are technically small 
computers) ,with keyboards, various input-output formats, and much larger 
fixed and random access memories for program use. 


Software - Programs designed to enable a computer to perform one or more 
functions (play games, process data, teach, etc.), whether designed and 
written by the computer owner or a professional software producer. For 
purposes of this plan, a computer's permanent internal programming is not 
included in the term software. Programs themselves are the software, whether 
those programs are recorded on cartridge, tape cassettes, disk or diskette, 
or other medium. 





Software Market - All sales of pre-programmed software to computer or 


programmable game owners for use at home. "The total market" or "software 
market" (unless identified by type) means all software, whether for game 


or computer use. U.S. Market only. 


AN OVERVIEW 


This plan describes the organization and development of Video Computer 
Arts, Inc., a new company organized to be a leader in the most explosive 
new consumer market of the 80's-personal/home computers. VCA will desian, 
produce, and market software programs for use by consumers in video games 
and home computers. The Company is being organized by men with a superior 
combination of software program design skill, consumer products marketing 
expertise, and proven entrepreneurial and general management capabilities. 
Given adequate financing, VCA's management feels confident that the sales 
and profit goals outlined in this plan will be met. The Company is seeking ~~ 
to raise $750,000 in additional equity capital to help finance its develop- 


ment and growth. 


VCA defines its market as software programs designed for consumer use 
- at home in programmable video games and/or personal computers. This 
market is expected to grow from $110 million in 1979 to $415 million in 
1984 (retail sales U.S. only), a compound growth rate of 30% per year. 
While 70% of today's market is comprised of video game software, sales of 
software for home computers are expected to grow rapidly as hardware sales 
increase and to comprise almost 2/3 of the market’ by 1985. 


The programmable video game market is dominated by Atari. Their sale 
of game cartridges for their programmable games produces an estimated 
$12 - $15 million in gross profits annually (though Atari has not shown a 
profit recently because of management problems and development expenses). 
VCA's management sees an immediate competitive opportunity to become a 
strong second supplier of software for owners of Atari's video games. 
The Program Design Group of the Company is comprised of experienced develop- 
ers of Atari video game software. With their program development cap- 
abilities and an aggressive marketing strategy, management plans to exploit 
Atari's competitive vulnerability to achieve a 15% share of the video 
game software market within two years, reaching 20% by 1984. 


VCA's management also plans to be among the forerunners in the home 
computer software market. Electronics industry experts are predicting 


very rapid growth in consumer purchases of home computers in the 1980's. 

The day of the highly versatile, easy-to-use personal computer selling 

for $500 and backed by major consumer electronics producers and retailers 

is approaching. The market for software programs for use on these computers 
is predicted to grow even faster than sales of machines themselves, as 

less sophisticated computer owners demand more sophisticated programs. 

Home computer software sales are expected to grow at better than 40% per 
year in the 1979-84 period and to double in size between 1982 and 1984. 


VCA will employ the same program design, marketing, and operating skills 
and experience used in establishing its position in the video game market 
to launch a major thrust into the personal computer software market by 
1982-83. The financial base provided by the Company's video game sales at 
that time will enable it to build a position from which it can capitalize 
on the long-term growth of the home computer industry. Although the home 
computer software market is expected to be much more competitive than that 
for video games, management expects the Company to reach a 10% share of 
this market by 1984-85. 


An overview of the Company's financial plan from organization through 
Fiscal Year 1985 (ending March 31, 1985) appears on the following page. 
Detailed financial projections can be found on pages 21 through 24° 
-of this plan. These projections reflect video game and home - 
computer software operations in the U.S. only. Management expects the 
U.S. software market to continue to grow at 25-30% per year into the late 
80's and also sees significant potential for Company's products in 
international markets. 


Management's financial plan provides investors an attractive potential 
return on their original equity investment and a potentially very healthy 
market value for the Company. 


Net Sales 
Cost of Sales 


Gross Profit — 
(Loss) 


Operating Costs 


Pre-Tax Income 
(Loss) 


Taxes 


Net Income 
(Loss) 


Ero 


VCA_INC. 


Pro-Forma Profit/Loss Statements 


FY 80 
$ 0 


(235) 


$(0.94) 


$(1.16) 


FY.-82 
$9805 


4829 


4976 
3803 


1173 
265 


908 


$3.63 


FY 83 
$15870 


_7404 


8466 
6015 


245] 
1086 


__1365 


$5.46 


FY 84 
$24376 


11607 


12769 
8866 


3903 
_1740 


2163 


$8.65 


Pro-Forma Year End Balance Sheet Projections 


Current Assets 
Fixed Assets 
Total Assets 


Current 
Liabilities 


Stockholders’ 
Equity 


Total Liabil. 
& Equity 


Working Capital 


FY 80 
$530 

_60_ 
_590_ 


25 


565 


590 


$505 


“FY 31 


$460 
90 
550 


295 


Z55 


550 


$165 


FY 82 
$2428 








be 


FY 83 | 
$5353 

eel 9:: 
5728 


3200 


2528 


5728 


$2153 


FY 84 
$8477 
_600_ 
9077 


4386 


4691 


9097 


$4091 


FY 85 
$31883 


15445 


16438 
11648 


4790 
__ 2138 


2652 


$10.61 


FY 85 
$11711 
900 
12611 


5268 


7343 


12611 


$6443 


THE MARKET 


"The home computer is the product of the 80's. Sears plans to really 
get behind it." 


--quote from a key Sears home 
electronics buyer, August 1979. 


The next consumer electronics product revolution - the home computer - 
seems to be just around the corner. And the jJast revolution isn't even 
over yet. 


It has been just seven years since Nolan Bushnell's micro-electronic 
ping pong game started the electronic games revolution. His Atari games 
moved quickly from cocktail lounge curiosities to living room entertain- 
ment centers and a large new consumer market emerged. By 1978, such toy 
and electronics giants as Fairchild, RCA, Texas Instruments, Bally, 

Milton Bradley, and Mattel had climbed on the electronic game bandwagon, 
and these games became the hottest new toy items. Although a few of 

these giants have since failed, either because of design, management, or 
marketing problems, Atari has prospered and sold over 1.5 million program- 
mable video games and is currently selling over 3.0 million program cart- 


Ie 


ridges for these units annually. 


The market for electronic games still has alot of life in it. Vantage 
Research of Mountain View, CA, predicts continued growth in sales of both 
programmable and dedicated games (see Addenda). Atari is backing continued 
growth in sales of both base units and cartridges with significant spending 
on advertising, sales promotion, and new title development. 


Exhibit I details projected growth for VGS (video game software) sales 
in the U.S. through 1984. The market is projected to double in the next 
five years (a rate of 15.5% per year), then begin to settle down in the 
face of increased competition from home computers. 


Meanwhile, the home computer explosion is drawing nearer, as elec- 
tronics manufacturers close in on a versatile, relatively uncomplicated 


$500 computer. Consumer electronics industry experts join Sears in calling 
this new personal computer "...the product of the 80's...". Though a 
difference of opinion exists as to when the revolution will begin, the 
current consensus prediction seems to be 1982-83, and there is little 
disagreement as to the enormous long-term potential of this market. 


The growth in consumer purchases of home computers will trigger an 
even more rapid growth in the development, production, and sale of soft- 
ware programs to be used on these computers. Even the current generation 
of personal computers, purchased primarily by engineers, hobbyists and 
professionals who do much of their own programming, has fostered a size- 
able software market (estimated at about 2.0 million units in 1979) for 
a relatively limited and sophisticated hardware user base. Tomorrow's 
unsophisticated consumer purchasers of personal computers are expected to 
show much greater demand for software. 


A new generation of small computers is being introduced in late 
1979-80 by Atari, Mattel, and Texas Instruments. These new computers 
accept a variety of program sources and allow for programs of much greater 
sophistication with easier use for the average consumer than current models. 
The use of cartridges in these computers (much like those used for pro- 
grammable games) gives the program designer greater range in which to use 
his skills. The result is far greater creative range for new software 


development. 


Exhibit I details forecasted growth in sales of home computer soft- 
ware (HCS) of 40% per year through 1984, with explosive growth in 1982-85. 
The long-term potential of this market appears huge, limited only by the 
number of consumers owning computers and the ability of software producers 
to develop and market creative, imaginative, and useful consumer computer 
software. 








Video Computer Arts Inc. is being organized to be a significant 
competitor in the combined HCS/VGS market. The total available U.S. 
market for VCA's programs is projected to increase by 227% over the next 
five years, an average annual growth rate of 27%: 


VIDEO GAME/HOME COMPUTER SOFTWARE 
TOTAL AVAILABLE MARKET-U.S. ONLY 


1979-84 
? Manufacturer's Projected 
Calender Year Unit Sales Dollars Company. Share 


1979 5,500 ,000 $60,500 ,000 — 
1980 7,200,000 82,000 ,000 2.8% 
198] 9,400,000 109 ,000 ,000 9.0% 
1982 11,700,000 133,100,000 11.9% 
1983 15,000,000 175,000,000 13.9% 
1984 18,300 ,000 208 ,000 ,000 45.32 


bt 


(See Exhibit I for detail and sources) 


(Note: Share = Company sales for comparable Fiscal year as % of 
calendar year; e.g. FY 85 vs. Calendar Year 1984) 


COMPETITION 


In the game software market, each game manufacturer is the sole 
supplier of software for its units. Atari controls 80% of this market. 
VCA will compete directly with Atari in the sale of software to Atari game 


owners. 


The home computer software market is supplied by three types of companies: 
manufacturers of computer hardware; large, sophisticated independent soft- 
ware producers; and small specialized software producers. .The HCS market in 
1985 should look much like that for books, where the largest share of market 
is controlled by a dozen or so large publishers and the balance is divided 
among literally thousands of smaller companies. VCA's founders and man- 
agement possess program design skills and marketing/general management ex- 
perience in publishing,consumer electronics and related industries, which 
will make the Company a unique and formidable competitor in that market. 


The manufacturers of home computers are expected to launch major 
software efforts around their computers in order to overcome the "chicken- 
egg" problems that face many new hardware/software industries. The stronger 
marketers like Texas Instruments and Atari can be ‘expected to sell a great 
deal of software. And they will undoubtedly use their technological skills 
to design sytems with which they hope to capture most of the software 
market for their hardware. 


Company's management does not expect the efforts of hardware manu- 
facturers to present any insurmountable competitive or technical barriers 
to Company's achieving a healthy share of this market. History in elec- 
tronics, entertainment, and other hardware/software markets indicates 
that independent software experts can capture a major share of software 
markets. VCA's management has the creativity, flexibility, and marketing 
adaptability to develop and sell software for a variety of uses on a range 
of computers and expects to be able to overcome any temporary technolog- 
ical barriers raised by new and differing hardware designs. Hardware 


manufacturers generally are expected to take a cooperative attitude toward 
independent software developers in order to encourage overall market 
growth (as TI has already done with Milton Bradley - see Addenda). 


By 1985, VCA's projected 15% share of the combined total market for 
VGS/HCS product will place the Company among the largest independent 
suppliers of such software. 


PRODUCT STRATEGY 


VCA's Product strategy is defined in three primary parts: 


1. Focus on Atari-type games through 1980-82, then shift increasing 
attention to HCS software in 1983-85. 

2. Develop and release a moderate number of very high quality new 
titles each year and build a reputation for superior program design. 

3. Build strong internal program design capabilities supplemented 
by a few high-quality free-lance designers. 


Among VCA's founders are four of the game/computer industry's best- 
selling designers, whose programs designed for Atari have sold millions 
of copies (see Founders and Management). This group is intimately familiar 
with the needs and capabilities of Atari's video game and personal computer 
systems as well as other available game and computer systems. 

The Company's planned product introduction schedule is outlined in 
Exhibit II, Management plans to delay entry into the HCS market until it 
can gather additional research into the needs and demands of users; also, 
the current small size and disorganization of the HCS market and its 
distribution system speak against an immediate HCS entry. However, by 
1984-85, the Company expects most of its output to be in HCS formats. 


Recent research among Atari game system owners and retailers indicates 
that the avatlability of creative new titles is the most significant 
factor affecting game software sales. While two-thirds of game system 
buyers cite new game availability as a primary reason for system purchase, 
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less than half of these owners are satisfied with the availability of 

new titles. Since over two-thirds of cartridge sales are made after 

system purchase, there appears to be both a need and a ready market for 

new game titles. Retailers interviewed by management stated a desire 

for a few good new titles each year to augment their promotion and sale 

of systems and software. A strategy of high product quality and a controlled 
release schedule will place VCA.in a strong selling position with those dealers. 


The management believes that the home computer purchaser will be 
even more demanding of new software than the video game user. Having 
spent $500 or more on his computer, intimidated by the idea of a computer 
but eager to make it work for him, this consumer should respond best to 
software which gives him the most enjoyment and/or utility with the least 
complexity of use and highest product reliability. Video Computer Arts 
will be a leader in designing such programs. 


MARKETING AND SALES STRATEGY 


VCA's primary strategy in the game market in 1980-82 will be to 
exploit Atari's "sole source" vulnerability with strong dealer-oriented 
programs to build shelf distribution and the Company's reputation at. the 
store level. Liberal use of discounts, cooperative advertising budgets, 
sales promotions, dealer incentives, and point of sale support material 
will be used to encourage dealers to stock, display, and promote VCA 
titles. The Company also will expand its game marketing efforts in 
FY 1982-83 into limited use of consumer awareness advertising/promotion, 
although the emphasis in this market will remain primarily in dealer - 
related and in-store promotion programs. 


Management plans to launch an aggressive entry into the HCS market in 
1982-83. This market will be new to consumers, so software brand identifi- 
cation will be relatively ‘undeveloped. Therefore, the Company's marketing 
efforts will be divided between dealer programs to establish distribution 
and point-of-sale support and consumer advertising and promotion to 
establish the Company's brand name as one synonymous with high quality, 
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easy-to-use, entertaining and reliable software for home computers. Manage- 
ment believes that brand image and/or "author" name will become as important 
in marketing HCS programs as they are in the book, phonograph record, motion 
picture, or other consumer products markets. VCA's computer software market- 
ing and advertising programs will be designed to build its image to be as 
powerful and appealing to the consumer as a best selling artist, writer, or 
designer in his field. 


Management's plans include heavy expenditures for advertising, sales pro- 
motion, and creative development (graphics,etc.) throughout the Company's first 
five years, in addition to the liberal use of promotional price discounts. 

The Company's management will be expanded to include many sales and market- 
ing professionals drawn from the consumer electronics, toy, and consumer 
entertainment fields, who will help define and implement these plans. 


PRODUCT MANUFACTURE 


Atari game program cartridges and cartridges for use in the new 
generation of home computers make use of semiconductor ROM ("Read-Only- 
Memory") chips to store the programs. The ROMs are manufactured solely 
by the major semiconductor houses (National, Intel, Fairchild, eter). 
Management is in contact with potential suppliers and sees no major barrier 
to its ability to successfully negotiate for the manufacture of its needs. 


ROMS of the size used in VGS cartridges currently cost just under 
$3.00 each. Sources inside the major semiconductor houses believe that 
ROM prices will drop gradually over the next few years to as low as two 
dollars each in VGS sizes. HCS ROMs generally contain more programming 
capacity and are priced proportionally higher. . 


Once manufactured, the ROM containing a program is mounted on a 
printed circuit board which mates with a game system's or computer's 
cartridge input terminal. Such boards are relatively easy to design and 
are available from a variety of suppliers. The board/ROM combination is 
then mounted into a molded plastic shell; the plastic case is labelled; 
and, with appropriate documentation material (instructions, etc.), inserted 





into a four-color printed package, which is then sealed and packed in 
shipping cartons. 


Management intends to engage one or more “prime" contractors within 
the semiconductor: industry to provide VCA's finished product needs for 
the first two or three years of operation. As volume builds, management 
intends eventually to take advantage of the economies of direct buying of 
components and assembly of finished product in a Company-controlled 
facility. 


Many personal computer systems are now being designed to accept a 
variety of program formats-including tape cassettes, floppy diskettes, 
and ROM cartridges. VCA is focusing on the ROM cartridge format for the 
following reasons: 


1. ROMS provide better proprietary protection of programs; they 
are very difficult and expensive to copy. 

2. ROMS are cleaner, less complex, and easier to use. They are 
difficult to deface or damage and virtually impossible to erase. 

3. ROMs allow much greater programming flexibility and capacity; 
they take the fullest advantage of a computer's capability by 
not using the computer's memory to store the program 

4, Management believes that ROMs will be the standard format for 
HCS by 1985. 

5. ROMs are the standard format for Atari's VGS today. 


Though this plan focuses on ROM cartridges, VCA has the programming, 
manufacturing, and financial flexibility to make use of other program 
formats as the market needs or demands. 


FOUNDERS AND MANAGEMENT 


VCA's founders possess extensive experience and proven performance 
records in the disciplines which are most important to the Company's 


success-creative game/computer software design, consumer products 
marketing, and general management. Their detailed professional resumes 
are in the Addenda to this plan. The following are brief overviews of 


each: 
PRESIDENT AND CHIEF EXECUTIVE OFFICER-JAMES H. LEVY 


Mr. Levy has 15 years of experience in consumer products marketing, 
new business development, and general and corporate management. His 
industry experience includes five years in publishing and six years in 
mus ic/entertainment. He also has strong marketing and management ex- 
perience in consumer packaged goods, mail order merchandising, consumer 
electronics, and personal computer software. As a corporate entrepreneur, 
he has conceived, started, and managed new ventures for Time, Inc. and 
GRT Corp. 


Mr. Levy is a graduate of Carnegie-Mellon University's Graduate 
School of Industrial Administration (M.S. 1966). He was most recently 
Corporate Vice-President at GRT, where, in addition to other responsi- 
bilities, he directed that company's entry into the personal computer 
software market. His combined publishing/music/general management/ 
marketing/entrepreneurial/computer software experience uniquely qualifies 
him to lead the Company into the consumer software markets of the 80's. 


THE PROGRAM DESIGN GROUP 


VCA's founders include four highly creative game/computer software 
designers who have designed programs which today provide the majority of 
Atari's game cartridge sales. Their decision to join VCA at its 
founding makes the Company immediately competitive in the design of 
superior new game programs. In addition, this group designed the 
operating system for Atari's new personal computer and is intimately 
familiar with its software capabilities. Alan Miller, David Crane, Robert 
Whitehead, and Larry Kaplan have proven that they each possess the unique 
combination of superior technical skill, creative vision, and basic 
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pragmatism which is essential to the development of highly-marketable 


video game and home computer software. 


DAVID CRANE--A 1975 graduate of DeVry Institute in Phoenix, Mr. Crane 
has important experience not only in program design and development but 
also in electronics hardware, systems design, and television/video theory. 
At National Semiconductor, he rose quickly from technician in the Linear 
Circuitry Design Group to Design Engineer, where he designed and built 
a full test computer. At Atari, Mr. Crane programmed Outlaw (a game 
rejected as impossible before his arrival and now among Atari's top 
titles), Slot Machine, Canyon Bomber, and Boggle. His electronic hard- 
ware experience enables the Company to quickly analyze new computer 
hardware entries and adapt its programs to such new systems. 


LARRY KAPLAN--Mr. Kaplan was part of Atari's design group for three 
years. After graduating from the University of California, Berkeley, in 
Computer Science (1974), he developed his mini/micro-computer experience 
at Control Systems Industries. At Atari, he designed four game programs 
(Air-Sea Battle, Street Racer, Brain Games, and Bowling) and two progams 
for the Atari personal computer (Super Breakout and Quad Life). He 
managed a team of 15 programmers in developing new programs for the 
video game system and the personal computer. Mr. Kaplan has also had 
extensive contact with software retailers through his sales/marketing 
presentations and has established important relationships with major 
potential customers for VCA's products. 


ALAN MILLER--Mr. Miller received his B.S. in Electrical Engineering 
and Computer Science from University of California, Berkeley, in 1973,. and 
subsequently spent 3 1/2 years gaining micro/mini-computer experience at 
Atmospheric Sciences Inc., Computer Science Corporation, and Advanced 
Memory Systems, Inc. He joined Atari's program design staff in early 
1977 and designed Surround, Hangman, Hunt and Score, and Basketball for 
the video game system and Basketball for the new personal computer. He 
was also a member of the design team for Atari's personal computer operating 


system. 
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ROBERT A. WHITEHEAD, JR.--Mr. Whitehead is a graduate of San Jose State 
(Computer Mathematics - 1975) and spent two years at GTE Sylvania providing 
software and systems designs for such diverse products as burglar alarms 
and sensors. He joined Atari in 1977 and designed Starship, Blackjack, 
Casino, Football, and Home Run for the video game system and Chess for both 
the game system and the new personal computer. 


Management believes that the Program Design Group provides a design 
capability sufficient to meet the Company's program needs through FY 82. 
The Company will add technical support staff to the group in late FY 81. 
and begin adding designers in FY 82-83. 


The following key additions to the management staff will be made in 
early 1980: 


Vice President, Administration/Operations 


This executive will be responsible for directing accounting, finance, 
purchasing, manufacturing, and other non-marketing/sales operating functions. 
The Company is seeking someone with semiconductor industry knowledge and 
strong accounting/administrative experience. ‘ 


Manager, Marketing Services 


This individual will be responsible for developing graphic materials, 
advertising and promotion programs, package designs, program documentation, 
and other product/promotion/advertising/marketing materials. He/she will 
be experienced in consumer products marketing and sales promotion and design/ 
production of graphic materials. 


Sales Manager 


VCA will employ a Sales Manager with a proven record of successful 
selling of consumer electronics/toys to major retailers and manufacturer's 
reps/distributors. The Sales Manager will establish contact with major 
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customers, develop sales policies and programs, establish a distributor 
network, hire additional sales staff, and help set and meet the sales 


goals of the Company. 


These three executives, together with the founders, will provide the 
core management necessary to take the company through its first 18 months. 
VCA's management believes that talented, motivated, and aggressive people 
will be key factors in the Company's success. Therefore, salaries, bonuses, 
and profit sharing plans have been projected at levels sufficient to attract 
and reward such people. Management intends to build a relatively lean 
staff of well-paid professionals and to formulate policies which will 
motivate them and reward them for superior job performance. 


OFFICERS AND DIRECTORS 


VCA will have an initial Board of Directors comprised as follows: 


James H. Levy - President and CEO 

To be elected - Director representing primary investors 
To be elected 
To be elected 
To be elected 


Director from semiconductor industry 


Director from consumer products marketing industry 
Director with proven entrepreneurial expereience 


The current Executive Officers of the Company are as follows: 


James H. Levy - President and Chief Executive Officer; 
Treasurer 
Alan R. Miller - Vice President, Product Development 
Arthur F. Schneiderman - Acting Corporate Secretary (Mr. Schneiderman 


is a partner in the Palo Alto, California 
law firm of Wilson, Sonsini, Goodrich, and 
Rosati.) 


17 


LEGAL MATTERS 


Management has investigated the following three legal aspects of 
VCA's business: 


Patents: The Atari game cartridge is covered by several patent claims 
on its plastic construction and design (not on the ROM chip or PC board, 
which cannot be patented). These claims have been reviewed by both patent 
counsel and plastic designers, and management is informed by both that 
a cartridge with engineering and electronic integrity can be designed 
which avoids the Atari patent claims. Their analyses of the non-infringing 
design are available on request. Despite avoidance of the Atari patent, 
management expects Atari to challenge the Company's design and has provided 
for legal expenses to meet such a challenge. 


Trade secrets: Each of the four founding members of the Program 
Design Group was employed at Atari and was involved in designing the operat- 
ing system for the new Atari personal computer and designing new game 
programs for the Atari video game. Management expects Atari to launch a 
legal challenge to the designers’ ability to use their knowledge to design 
new programs for the Atari game system and persohal computer without Atari's 
involvement. Counsel advises that the Company will prevail in its position 
that the designers may pursue their craft external to Atari. 


‘Copyrights: The current body of copyright law with respect to computer 
programs is in a state of flux. VCA will file for copyrights on all 
significant aspects of its products - trade names, graphics, and program 
design - to provide for maximum legal protection. The use of ROM cartridges 
exclusively will provide additional protection against copyright infringe- 
ment, piracy, or counterfeiters. As the VGS/HCS markets expand, management 
expects the Federal copyright laws to be amended to provide greater pro- 
tection to developers of VGS/HCS products and will work to seek passage of 


such expanded legislation. 
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ANCILLARY BUSINESS AND EXPANSION OPPORTUNITIES 


The sales and profit goals described in this plan are based on the 
projected development and sale of proprietary VGS/HCS software only 
through domestic consumer products distribution channels only. Additional 
sales/profit potential not included in this plan is likely in the areas 
described below: 


International 


Early entrants in the perscnal computer software market have found 
significant interest in their products from Canada, the Common Market, 
the Far East, and Australia. Such international markets for VGS/HCS pro- 
duct are virtually virgin territory with huge potential. VCA's software 
should find ready acceptance overseas, in either English or foreign 
language versions, as the personal computer market develops abroad. 

These markets may be reached initially through export to distributors in 
each market, though management will also consider licensing the right to 
reproduce the Company's programs in those markets. International sale of 
VCA's products could add 20 - 30% to the Company's planned sales and 
profits by FY 85, with little additional risk or, investment. 


Distribution of Non-Proprietary HCS Titles 


The size of the HCS market should encourage continual development of 
software by individuals or independent groups of programmers with creative 
talent and technical skill. Like authors or recording artists, these 
designers will have three basic outlets to the consumer - direct production 
and sale of product, licensing or distribution of product through a larger 
company, or direct sale of product rights to a company with marketing/dis- 
tribution capability. 


VCA's management will focus the Company's primary efforts on internal 
development of proprietary product and the marketing/distribution systems 
to support that product. By FY 1983-84, the Company will have a well- 
established distributing organization and the financial strength to 


augment its proprietary product sales by selectively acquiring distrib- 
ution rights to high-quality product developed by others. The Company 
will offer such groups its marketing strength to produce sales of their 
programs beyond what they would be capable of producing with limited 
resources. Management expects that non-proprietary HCS titles could 
contribute 15-20% in additional sales/profits to VCA by FY 1985. 


THE FINANCIAL PLAN 


The financial plan for Video Computer Arts Inc. is summarized on 
pages 21 through 24: Profit and Loss, Balance Sheets, Cash Flow, and 
Operating Statistics. The following is a brief discussion of year 
to year operating plan projections: 


FY 80 


This year is 6 months only (through March 31, 1980). All costs are 
for staff, administration, product development, prototypes, initial 
graphics development, and market research. The Company purchases $30,000 
in electronic equipment and provides $30,000 for development of tooling 
for product manufacture. All other furniture/equipment is leased. 


FY 81 


The Company's first sales are in August - September of this year. 
Selling and Marketing and Administration are fairly high related to 
only 7-8 months! sales. The Company borrows up to $400,000 of its 
$500,000 line of credit but repays all but $50,000 by year-end. Staff 
grows to 16 and the groundwork is laid for full scale operation in 
FY 82. 


The second half of FY 81 produces a profit of approximately 
$55,000, but it is insufficient to offset first half losses of $325,000. 
However, the Company will have established the bases for profitable 
operation by year end. 

(Discussion continued on page 25) 
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Fiscal Years Ending March 31 


Net Sales: 
vGS 
HCS 
Total 


Cost of Sales 


Gross Profit 


Operating Costs 
Selling & Marketing 


Administrative 
Interest 
Bonus & Profit Sharing 


Pre Tax Income (Loss) 
Income Tax 
Net Income (Loss) 


Earnings Per Share* 


*% Of Sales: 
Cost of Sales 
“Gross Profit 
Selling & Marketing 
Administrative 
Bonus & Profit Sharing 
Net Income 


VIDEO COMPUTER ARTS INC. 
PRO FORMA PROFIT AND LOSS 


(In Thousands of Dollars) 


(6 
months ) 
1980 1981 1982 
0 2295 7994 
0 Qo 1811 
0 * $2295 | $9805 / 
15 1285 4829 
$(15) $1010 $4976 
25 495 1635 
195 784 «1892 
0 21 101 
0 0 175 
3802 


220 1280 
oo Se 
spp hant ane \: 
( 235) ° (270) 1174 
284. 


$¢235) (270) °$ 890 $1365 $2164 $2652 


$(0.94 1.08) $3.56 
56.0 49.2 

44.0 50.8 

21.6 16.7 

S42 | 1948 

0.0 1.8 

(LE). - 92 


*Fully Diluted - 250,000 common shares 
(Notes/Assumptions are in attached Exhibit IV). 


oe iy | 


a5 


1983 


1190] 
3969 


$15870 


7404 


$ 8466 


400 
6015 


245] 
1086 


$5.46 


46.6 
53.4 
yee 
17.8 
cao 
8.6 


1984 1985 
LaL73 17499 
8603 14384 


iy Pay, 
" $24376 °°$31883 


11607-15445 
$12769  $16438 
4250 5900 
4030 5030 
0 0 

586 718 
8866 11648 
3903 4790 


1739 2138 


8.66 $10.61 
47.6 48.3 
52.4 Die? 
17.4 iBed 
16.5 15.8 

2.4 Lee 

2 ee Sad 


ge” 


a er 


ASSETS: 


Cash 
Net Trade Receivables 
Inventories 
Prepaid Expenses 

Total Current Assets 
Net PP & E 


TOTAL ASSETS 


VIDEO COMPUTER ARTS INC. 


PRO FORMA BALANCE SHEET 
(In Thousands of Dollars) 


YEAR ENDING MARCH 31 


ee a en ee ean Nt 


LIABILITIES & STOCKHOLDERS' EQUITY 


Accounts Payable 
Profit Sharing/Bonus Payable 
Taxes Payable 
Short Term Debt 
Total Current Liabilities 


Stockholders’ Equity: 
Common 
Preferred 
Retained Earnings 
Total Stockholders’ Equity 


TOTAL LIABILITIES AND 
STOCKHOLDERS" EQUITY 


WORKING CAPITAL 


1980 1981 1982 
530 50 799 
0 200 900 

0 170 750 

0 10 20 
530 430 2469 
60 90 175 
$590 $520 $2644 
25 175 1000 

0 0 175 

0 0 284 

0 50 0 

$ 25 $225 $1459 
50 50 50 
750 750 750 
(235 505) 385 
565 295 1185 
$590 $520 $2644 
$505 $205 $1284 


(Notes/Assumptions are in attached Exhibit Vv) 


oe 


1983 
2370 
1500 
1500 
50 
5420 
379 


$5795 


2000 
400 
845 

0 
$3245 


750 
1750 
2550 


$5795 


$2175 


1984 
3855 
2250 
2300 

100 
8505 


600 


$9105 


3000 
586 
805 

0 
$4391 


50 
750 
3914 
4714 


$9105 


$4114 


1985 
5494 
3000 
3100 
150 
11744 
900 


$12644 


3900 
718 
660 

0 
$5278 


50 
750 
6566 
7366 


$12644 


$ 6466 


VIDEO COMPUTER ARTS INC. 
PRO FORMA CASH FLOW PROJECTIONS 
(In Thousands of Dollars) 
FISCAL YEARS ENDING MARCH 31 




















igso0=ss198) S982 19831984 1985 

Cash Provided By: 
Net Income (235) (270) 890 1365 2164 2652 
Increase Accounts Payable 25 150 825 1000 1000 900 
Increase Taxes Payable 0 0 284 561 ( 40) (145) 
Other Payables 0 0 175 225 186 132 
Short Term Debt 0 50 0 0 0 0 
Paid in Equity 800 0 0 0 0 0 
590 (70) 2174 3151 3310 3539 

Cash Used For: 

Receivables 0 200 700 600 750 750 
Inventory 0 170 580 750 800 800 
Capital Acquisitions (Net) 60 30 85 200 225 300 
Prepaid Expenses 0 10 10 30 50 50 
Reduction in Debt 0 _0 50 0 0 0 
60 410 . 1425 1580 1825 1900 
Increase/Decrease in Cash +530 (480) +749 +1571 +1485 +1639 
Est. Peak Debt 0 $400 $1500 $1500 0 0 


(Notes/Assumptions are in attached Exhibit VI) 
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VIDEO COMPUTER ARTS INC. 
OPERATING STATISTICS 























YEARS ENDING MARCH 31 


1981 = 1982,ssd1983 19841988, 
Total VGS Titles 6 12 16 20 24 
VGS Unit Sales (000) 220 750 1100 1450 1600 
VGS Avg. Selling Price $10.75 $10.99 $11.04 $11.10 $11.16 
VGS Market Share 4.9% 13.9% Lith 20.7% 21.9% 
Total HCS Titles 0 4 10 18 26 
HCS Unit Sales (000) 0 140 300 650. 1100. 
HCS Avg. Selling Price 0 $13.34 $13.50 $13.51 $13.34 
HCS Market Share 0 325% 5.5% 8.1% 10.0% 
VGS Prime Cost/Unit $§ 5.15 $ 4.6] $ 4.37 $ 4,47 $ 4.55 
HCS Prime Cost/Unit $ 7.00 $6435 $ 6.17 $ 6.01 


Freight, Shipping, Warehouse 
Cost/Unit (incl. personnel) $ 0.43 $0233 $ 0.39 $0.45 $ 0.50 


Total Mgt./Admin. Staff 16 40 65 94 120 
Warehouse/Ship. Staff pies eo 10 VW 25 
Total Non-Mfg. Emp]. 18 45 75 11 145 
Office Space (Sq. Ft.) 1750 5000 7500 10000 14000 
Warehouse/Plant Space (Sq. Ft.) 1000 2000 4000 11000 13000 
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FY 82 


The Company moves aggressively after the VGS market and introduces 
its first HCS titles into test market. Cost of Sales, Selling and 
Marketing, and Administrative expenses all reflect better productivity 
on a much larger sales base. 


Sales grow 327% to $9.8 million yielding net income of $890,000 
or $3.56 per common share. Stockholders’ Equity reaches $1.2 million. 
Cash flow is positive for the year, although the Company borrows up 
to $1.5 million short term to finance receivables and inventory. 


FY 83 


The Company experiences major expansion in both VGS and HCS sales 
through continued new title releases and aggressive marketing. Sales 
increase 61.9% to $15.87 million. 


Increasing sales yield greater purchasing economies and the Company 
invests $200,000 in an assembly/testing/shipping facility which reduces 
Cost of Sales per unit significantly. 

Selling and Marketing costs begin to increase in relation to sales 
as the Company devotes more attention to consumer advertising for HCS 
product. Administrative Costs decline reflecting greater productivity at 
higher volumes. 


Net Income grows by 53.3% to $1.4 million or $5.46 per share. 
Stockholders'Equity reaches $2.6 million. Cash flow for the year is 
strongly positive, although the Company again borrows $1.5 million 
in the August-December period. 

FY 84 and 85 

HCS sales grow rapidly during these years (117% and 67% respectively). 


Total sales grow by 53% in FY 84 and 31 % reaching $31.9 million in FY 85. 


25 


Cost of Sales begin to show gradual inflation as economies of 
scale are reached. Selling and Marketing expenses increase in re- 
lation to sales to meet the competitive environment in the HCS market. 
Administrative Costs moderate reflecting gradual increases in staff 
productivity. 


Net Income grows by 58% in FY 84 to $2.2 million ($8.66 per share) 
and by 22.6% in FY 85 to $2.65 million ($10.61 per share). 


The Company is projected to show a strong positive cash flow of 
$1.4-1.6 million per year from HCS/VGS operations, after investing 
over $500,000 in plant, property and equipment during FY 84-85. 


Total Stockholders'Equity is projected to reach $7.4 million by 
March 31, 1985. 


Note, once again, that this plan reflects HCS/VGS operations only 
in the U.S. With the financial strength projected to develop in 
FY 83-84, VCA will be in a position to expand through either internal 
investment and/or acquisition to provide continued strong sales and 
profit growth beyond the period of this plan. ; 


CORPORATE STRUCTURE AND FINANCING PROPOSAL 


VCA is being organized and incorporated as a California corpor- 
ation and has sold 91,800 shares of its common stock to the founders 
at a price of $0.50 per share. An additional 8,200 shares of common 
has been reserved for sale to key employees and additional private 
investors. The major holders of Company's common are as follows: 


James H. Levy 25,000 25. 0% 

Larry Kaplan 16,700 16.7% 

Alan R. Miller 16,700 16.7% 

Robert Whitehead 16,790 16.7% 

David Crane 16,700 16.7% 

Other employees/investors 8,200 8.2% 
100,000 


26 


The Company proposes to sel] 300,000 shares of its Convertible 
Preferred Stock (each share convertible to 1/2 share of Company's 


~ common) for $750,000 plus an agreement from primary investors to assist 


the Company in negotiating a short term bank credit line of at least 
$500,000 (at appropriate market rates), with such line to be available 
through March 31, 1983, and to be guaranteed, if necessary, by in- 
vestors. The credit line will be used by the Company to help finance 
its receivables and inventory during peak selling seasons. 


Assuming full dilution after exercise of the convertible provis- 
jons of the Company's Preferred Stock, the major holders of Company 


common will be as follows: 


Shares a 

Primary Investors 150,000 60.0 
James H. Levy 25,000 10.0 
Larry Kaplan 16,700 6.7 
Alan R. Miller 16,700 6.7 
David Crane 16,700 6.7 
Robert Whitehead 16,700 he Oiaed 

3.2 


Other employees/investors 8,200 


250,000 100.0 
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EXHIBITS 


Estimated Market Size 


Product Release Schedule 


Projected Operating Schedule 


Notes/Assumptions for Pro-Forma Profit/Loss Statements 


Notes/Assumptions for Pro-Forma Balance Sheet Projections 


& 


Notes/Assumptions for Pro-Forma Cash Flow 


EXHIBIT I 


Estimated Market Size 


Programmable Video Game Software (VGS) and 


Home Computer Software (HCS) 


1979-1984 
(Consumer Sales-Home use Only) 
(U.S. Only) 
Unit Sales (mm) Dollar Sales (mm) 
Calendar Total Tota] 
Year VGS HCS Total Retail Wholesale 
1979 3.5 2.0 5.5 $110 $60.5 
1980 4.5 Dek 7.2 149 82.0° 
1981 524 4.0 9.4 204 109.0 
1982 6.2 5.5 a ee 261 133.1 
1983 7.0 8.0 15.0 340 175.0 
1984 ee 11.0 18.3 415 208.0 
Growth 108. 6% 450% 232.7% 277.3% 243.8% 
1984/79 
Annual Avg. 15.5% 41% 27.0% 30.0% 28.0% . 
Compound Growth 
Rate 


Source: Compilation/consensus of industry/research 
estimates. See Addenda 





EXHIBIT LT 


Product Release Schedule 


FY 1981-85 
Video Game Home Computer Combi ned 
New Total New Total New Total 
Fiscal Year 
198] 6 6 0 0 6 6 
1982 6 12 4 4 10 16 
1983 4 16 6 10 10 26 
1984 4 20 8 18 12 38 
1985 4 24 8 26 12 50 


(Note: Totals include adaptations of VGS to 
HCS or HCS to VGS) 


Fiscal Year ends March 31. 


EXHIBIT IT] 


Projected Operating Schedule 


FY 1980-85 
Dates Events 
OpE == 12/79 Complete organization and commence product 
development. 


Commence HCS market research. 
Complete prototypes for product/plastic design. 


1/80 - 3/80 Complete four titles and place ROM manufacturing 

orders. 

Create graphics, documentation. 

Complete detailed sales/marketing plan for 
Fall, 1980. 

Add sales/marketing/operations staff. 

Commence customer contact, demonstration, sale. 

Complete HCS study and prepare plan. 


lst Quarter Implement marketing/sales effort for Fall, 1980. 
FY 8] Establish distribution systems. 
Introduce products at Consumer Electronics 
Show (June). 
Complete additional titles for early 1981 release. 
Add additional sales/operations staff for Fall, 1980. 


2nd Quarter Take delivery of and ship first VGS production. 
FY 8] Staff to full operating capacity in sales/operations. 
Commission update of HCS research. 


3rd Quarter Ship additional VGS titles. 
FY 8] Complete update of HCS research and begin development 
of HCS product for Fall 1981 release. 


4th Quarter Introduce two new VGS titles. 
FY 81 Add program design staff and complete VGS/HCS 
entries for Fall 198] release. 





Dates 


FY 1982 


FY 1983-85 


Note: 


EXHIBIT III (cont. 


Events 


Introduce 6 VGS and 4 HCS titles. 

Conduct initial HCS test marketing. 

Invest advertising/promotion in solidifying 
VGS position. 

Build HCS program design capability for major 
FY 83 thrust. 


Shift primary new product emphasis to HCS market. 
Shift primary marketing/sales resource allocation 
from 75% VGS (FY 1983) to 70% HCS (FY 1985). 

Take more control of component purchasing and 
product assembly. 
Develop ancillary/new business expansion areas. 


New product introduction lead time for VGS is 

ten months from concept to finished goods ship- | 
ment. HCS lead time is 30460 days longer on . 
original product design and 30-60 days shorter 
on adaptations of existing programs. 





EXHIBIT IV 








Notes/Assumptions to Pro-Forma Profit/Loss Statements 


1]. Net Sales 

VGS_ - (a) Unit sales based on mix of new titles vs. catalogue titles. 
New titles increase from 37,000/title in FY 81 to 150,000/ 
title in FY 85. Catalogue sales are 41,700 per title in 
FY 82 gradually increasing to 50,000 per title in FY 85. 


(b) Average Retail List Price = $20. 
Average Wholesale List = $12.25 thru FY 82 and $12.00 
thereafter (wholesale is 50/50 mix of dealer direct/ 
distibutor pricing at $13,00/$11.50 in FY 81) 


HCS - (a) Unit Sales, New Titles: 25,000 per title in FY 82 increasing 
to 62,500 per title in FY 85. 
Unit Sales, Catalogue Titles: 25,000 per title in FY 83 
increasing to 33,333 per title in FY 85. 


(b) Average Retail List price = $25 
Average Wholesale List = $15 reduced to $14.50 in FY 85 


All sales are net of returns/defectives/exchanges; net of cash discounts 
of 3% in FY 81-82 and 2% thereafter; and net of average free goods/pro- 
motional discounts as follows: 


8] 82 83 84 85 
VGS “le.2e 10.3% 8.0% 7.5% 7.0% 
HCS 0 11.1% 10.0% 10.0% 8.0% 


(Continued on next page) 





EXHIBIT Ivy (Cont. ) 


certs 





2. Cost of Sales 





vGS Prime Costs 81 82 83 34 85 
ROM/ PC $3.75 $3.25 $3.00 $3.00 $3.00 
Plastic 0.40 0.38 0.35 0.38 0.40 
Graphics 0.50 0.40 0.42 0.45 0.47 
Assembly 0.40 0.38 0.40 0.44 0.48 
Obs ./Def/ 0.10 0.20 0.20 0.20 0.20 
scrap/Other $5.15 $4.61 $4.37 $4.47 $4.55 
HCS Prime Costs 82 83 84 85 
ROM/PC $5.25 $4.75 $4.50 $4.25 
Plastic 0.45 0.40 0.43 0.46 
Graphics 0.60 0.50 0.50 0.52 
Assembly 0.40 0.40 0.44 0.48 
Obs/Scrap/Other 0.30 0.30 0.30 0.30 
$7.00 $6.35 $6.17 $6.01 


Assumes all components and assembly purchased external through 
FY 1982. Assembly mixed between Company-operated and external facilities 
FY 83-85. 


Freight/Shipping 
$0.20/unit in FY 81 decreasing to $0.17 in FY 82, increasing approx. 
] o/yr./unit thereafter. 


Warehouse/ Shipping 
Space - See statistics page. Average $ 0.75/month/ft. inflating at 


12% per year. 


81 82 83 84 85 
Permanent Employees 2 3) 10 7 25 
Total Cost $45,000 $130,000 $250,000 $450,000 $650,000 


(Ex-space) 


EXHIBIT Iv (Cont. ) 


Creative Development 


Cost of Sales includes graphics/packaging development costs at 
the following levels: 


80 : 8] 82 83 84 85 
New Titles : 
In Prep. 2 7 13 52 15 15 
Cost $15,000 $55,000 $97,500 $150,000 $180,000 $210,000 


FY 80 includes prototype development costs. Costs per title escalate 
eapidly with more elaborate documentation for HCS titles. 


3. Selling and Marketing 


Includes advertising creative and production, advertising and sales 
promotion expenses, and supplies and services. No staff or staff related 
expenses included. 


FY 80 8] 82 83 84 85 
Creative $5,000 $35,000 $55,000 $100,000 $200,000 $250,000 
Adv. & Sales Prom. 16.6 13.7 14.0 14.0 1520 
as % Sales 
Supplies & Services ae 2.4 Ze5 2.6 ae | 


as % Sales 


FY 80 includes $20,000 for miscellaneous supplies/services 





EXHIBIT IV (Cont. ) 


4, Administrative 


Administrative Staff/Year End 








80 8] 82 83 84 
Corporate 2 2 2 5 5 
Finance/Acctg 0 2 8 14 18 
Sales Mktg. 2 6 jas 23 38 
Operations ] ] <) 8 14 
Product Dev. _ 4 ee 10 oe 3 19 

9 16 40 65 94 


Avg. Annual $29833 $25875 $26363 $26092 $26102 
Salary 


Fringes 20% Capo  Coate 23.5% 24% 
(% base salary) 


Year-end 1100 _ 2000 5000 7500 11000 
Space (Sq.Ft. ) 


Price/Ft/Mo - $1.00 in FY 80 escalating by 12% per year. 


Other Admin Costs 000's 


80 8] 82 83 84 
Communicat- 
ions 5 17 43 70 110 
Travel/Ent. 6 40 75 115 150 
Fees/Svcs. 20 40 75 100 140 
Equip/Furn. 20 58 110 15 60 
Other 10 40 70 100 120 
Total $59 $195 $373 $460 $580 


Company will primarily lease furniture and equipment through 1982 


then reduce costs thereafter through capital acquisition. 


24 
120 


$25804 


24.5% 


14000 


85 


140 
200 
160 
50 
140 
$690 





EXHIBIT IV (Cont. ) 


5. Interest 


Years 81 82 83 
Assumed Rate 14% 13% 13% 
Peak Borrowing $400,000 $1,500,000 $1,500,000 
Avg. Borrowing 150,000 775,000 500,000 
#Mos. Debt. Use 6 5 3 


6. Bonus and Profit Sharing 


Calculated at 5% of Pre-Tax Income (Gross Profit less Operating Costs 
before Bonus/Profit Sharing) for Profit Sharing and 10% for Bonus to 
employees. 


7. Income Taxes 


50% Federal and State (net) less $19,000 crédit less 10% invest- 
ment/employment tax credits. FY1982 net of loss carry forward. 
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EXHIBIT V 
Notes/Assumptions for Pro-forma Balance Sheet Projections 


Receivables 
Average 45-60 days sales outstanding depending on season 
(highest Oct. - Dec.). Net of discounts and allowances. 


Inventories 
Next 60 days sales (6 turns) in FY 1980-82 increasing to 90 
days sales (4 turns) in FY 83-85. 


Net Plant, Property, Equipment 


Net of depreciation/ammortization. Assumes significant spending 
on warehouse/office facilities in FY 83-85. FY 1980-82 is primarily 
electronic equipment for product development and tooling. 


Accounts Payable 
30 days' Inventory plus 30 days' Selling and Marketing and other 


Operating Costs except Administrative (15 days). Increase to 
40-45 days in FY 84-85. 


Profit Sharing/Bonus Payable 
Accrued through year-end and paid in first quarter of following 


fiscal year. 


Taxes Payable 
Total taxes less 85% of previous years' provision. 


Equity 

Common - 100,000 shares at $0.50/share 

Preferred - 300,000 shares at $2.50/share convertible to 
150,000 common; no dividends. 


ities 





EXHIBIT VI 
Notes/Assumptions for Pro-Forma Cash Flow Projections 





Reflects basic changes in Balance Sheet items. Peak debt has been 
estimated based on calculation of monthly/quarterly cash flows for the 
periods noted. 


Capital acquisitions are net of depreciation/amortization expenses 


included in Net Income. 





